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Summary and Conclusions

In the zeven months since the Moscow Manifesto of & December 1360, 3ino-
Boviet economic relatiomz hsve continued to be murked by o spirit of reserve
and caution in contrast to the warwm "comradely”™ spirit preveiling when the
UUSH was fully behind the forced-dvaft industrislization program of its
Communist Chinesge ally. The USSR, which had contribated greatly to China's
ecanonic difficulties by ite withdrawsl of industrial technicians in nid-1960,
aas taken no further measures that would 244 to thzm’a troubles; but, on the

~~ aensuved (w velation 4o Chinnls wecol and Sevied abitity % «d -~
other nand, the USER has taken no major positive 5%;;5 to sesist its hard~-
pressed ally.

In these seven wonths there has bean no return of Soviet tachniclans to

Comumiat China, with the possible ezception of sosttered individumls

ot Ay parhiculiar £
temgorerily dispatched to Chine to repair machinery. Ko mader steps have been e

s
baken oy the UHSR to relieve the grave food shovtages in Cuine, snd China has |
tumped to Canads and Australies for 5 million tons of grain to be delivered in
1261; this grain muset be pald for from Chine's limited reserves of foreign
exchange. The USSR has not extended mmjor new credits to Chins, slthough under
the Sino-Boviet trade protocol of April 196}, the USHR sgreed to (1) put off
paymeut of the $38C million adverse trade belance run up by Chins lergely in
1360 snd {«) loen China 500,000 tons of sugar, worth sbout $40 milllon. ®Enally,
-1 -
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durding these seven months Chias has continued to contest Soviet leadership in
the Bloo by furnlshing sconomic asgistence to Albanis and to atep up competition
for infloence in Horth Kores, Horth Viatnan, sud Outer Mongolia.

Given the sbsence of Boviet techniclans in Commmmist Chins, the recent low
level of Chinese exports to the USSR, and the abgence of largs nev crediis froom
the UBHR, shlpments of machinery and equipeent from the USHR to Chisa have begn
deciining sharplyl in the special case of deliveries of militery soi-itexs and
othey dediwries to military copmignees, the evidence suggesisz that deliveries
have bean negligible since Janusry 1361. Precise estimstes csnnot be made,
but it is probable that in 1961 Cuilna'y imgorts of mechinery and equipment will
e no more than half the level msimtained in 1937 end is 1960,

The firset harvests of 1761 lnclude s poor vhest snd s falrly good early
vice parvest. Frogpects for the resminder of the year carmot be gauged
scourately as yeb, but if Communist Chings axperiences & thiml consecative year
of poor barvests in 1961, the first half of 1962 may well become a period of
despersate food shortages. In such circumatances Sino-Boviet ecomcmic relations
would enter & new phase; a “gsmesmanship” struggle might ve immgined in whieh
Chine delays asking for ald and the USER delays offering ald wnitil the last
possible mowment. In the present situstion, bowever; the patient ls underncurisred
oub he 13 not on the eritlical ilst.

Bino-Boviet eaconosic reletions had deteriovated Jargaly for politieosl ressons
and thersfore little improvement cun be expected until underlyving political
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soiarees of dissension are removed. Bacause both sides sppesr 40 have Pruzen

thelr politiesl pusitions for the time being, the subtlook iw that Moscow will
continue to behave in an "uncomradely” manner snd that Pewing will sontinus
to contest Soviet authority.

-,
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1. Developments Since December 1960

In iste 1300 the future of Sino-Suviet trading relations ssemed highly
uneertain. The pullout of Boviet technicians in wid-1360 had made 1t
necessary to revise the scheduls for deliveries of Soviet machinery. but the
strained state of political relations complicated the process of formulating
nev plans, Soviet POL deliveries, & critieal import item for Communist Chinas,
dropped aharply., for reascns that are still wnclesr. By October Peking vwas

lonited quosd ey of
nagotisting with ¥Yestemn suppliers for & few items, such e POL, for vhich it
Previously had relied on Bloe suppliers.

The uneertainty surrounding Sino-Soviet trase was largely dispelled
during early 13561 when & businesslike modus vivendi wes worked out end a
trade protocol elgned on T April in Moscow. The UBSR resumed regalar, large-
scale deliveries of POL early in 1361, and machineryhas continusd to sove
slthough in greatly reduced gusntities. A dearth of informetion sbout shipments
of militery items and other ifems to military consigness efter Jenusry 196}
suggests that shipwents of guch items have been negligible.

1t ix ostimated that the value of Chinese Communist imports from the
USSR will drop from 3955 million in 1957 {the last yesr for whieh detalled
information is availsble) to about 4500 milifon in 1961. About $120 miliion
of this will have to be spent on POL products. Chinese exports to the USSR
are expested to total sbout $700 miilion, as coepsared with &1,!700 million in 19493,

S
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tnder the trade protosol for 1961, China plans to export to the USSR no
foodstuffs snd to reduce shipments of imedible agricultural procucts llke
sog bristles. In 1959 Chins hed exported $575 million worth of rice, soybeans,
meat, and étmr fv&é&sﬁ%ﬁt; o the UBSR.

The USSR sppears to heve cessed giving Communist Chine the preferentisl
treatment accorded Ching before mid-1960. It hed been Soviet palicy in the
paszt to supply Chins pretiy much what 4t vanted. ahort of missiles and nuclear
weapons, although it 414 assist Chinma %o begin bullding a nuclear energy lodusiry.
By and large, China was avie to gay with procesds from exports for Soviet goods,
pist when it couldn’t, it was sble to get Soviet long-term loans or short-term
eredits. The nev relstionship hes chonged all thils. It is belleved that
Mosoouw pow givas Peking puch less freedom of cholce in selecting Suviet goods,
at least in the military fleld, and iz wwilling to grsat Peking 1iberal credlt
Tunds for fubure use.

b. goviet Support for Industrisl Development in Communist Chine
Under agresments made before 1560, the USER had committed itself %o

playing & #Jur role in the future inddatrislization of Communist Chiom.
Specifioally, the USSR hed promised to supply Chine with the necessory mschinery,
blueprints, and experts to bulld and equip =91 mejor industrial plants by 1967,
Wheo this program was Alsrgpted in mid-1200 b the withdrawsl of all Soviet
industrial technicians working in Chine, only belf of these plants had been
completed. With Peking refusing to aczept Soviet political lesdership Moscow

«}-
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hes remained sdament in its refusel to return techniclans, st least oo any
substrptial scale; as o result, the industrislization program bap been seriously
gloved down, especially im the fields of miditary industries and slomic emergy,
which were ezceptionslly dependent on the services of Suviet tecimiocal advisers.
The Soviet aid program, or what remmined of 1%, was the chiel topic of

“economic” and "technleal-scientific” agreesents signed in Moscov on 19 Jume

103, Heitier the communigue signsd by both pariiss nor Chinese cosmentery

on the sgreaments mentivned Boviet sid pm}mﬁa\%/&n&mw&@&@é that Joviet "aid”
still exists is sny form. Soviet offieisls, howvewer, stil) insist that Joviet

aid eontinues. One Soviet official (B.A. fkachkov, chairzmsan of the Committee for
Forsign Eoooomic Relations) claimed thot the sgreesents provide for the USSR to
“give technical asszistence %o the CFR Govermment from 1761l to 1367 in ecopstruction
oy expansion of large enterprises of metsllurgical, chemical, 2il refinery, and
wmaching buillding indusiries and in construction of hydroaleectric plants.” The
offieial 414 not further elaborate on the nature of this "sssistance”.

¢, Firascisl Arrangesents
In the protocol for Sino~Soviet trade in 1961, signed on T April 1961,

the VB8R agreed to let Communist Chine defer payment on & $3°0 million debd
that hed scemmlsted un the Sino-Sowviet trading accoust, mrga:.;r in 1960. {The
antire shorteters debd was $380 willion; 1t 13 wnkonown why Mosoow funded anly
$320 ndl¥ion of the total). Thic debt, vikhout interest, is to be Frepsid by 1965.
In scinovledgement of Chinese difficulties, repeyment of uwoet of the dabt ia

- {7 -
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Jeferrad until a&fter 196, The repayment schedule is 1961)3; 196, 3 million
1263, $56 million; 1364, $126 million; and 1965, 3128 million.

The USSR also provided token assistance in the form of a loan of
500,000 tons of sugar worth $40 millicn, %o de delivered by August 1761; this
loan is to be repeid in the perdod 1364-67. The USSR apperently {id not defer
the Chinese obligation to pay the amoumt 4due in 1961 on long-term debts inewrred
Trom 1950 through 1987, largely for purchases of military itews. The amount
due in 1361 pyobably 1s $175 millico.

The Soviet decision to convert the short-term debdt of $320 millicn into
% long-term debt wes aecesssry to provide a realistic besls for continued trade.
Agricultural 4ifficulties in Cormunist China have been s seriouns That Chink's
axport potential to tie UBBR in 1961 is velieved 40 have Sesn reduced to sbout
$TC0 million. Aun sttampt to foroe Chins to meet all deblt obligetions that
were due in 1761 {$535 million} would hmve been tantamcung to breaking trede
roelationg.

Commmist China is in & predicepent, wneble to get or perhaps wnvilling
o ask for adequate assistance frum the USSR or other industrialised nations
of its own pover bloc. and unwilling Lo Surn to the Weat for substantial relief.
In any asse, iis pruspects for long-term 214 from the Yest are wncertsin.

4. Status of Teclmloians

Relianle observations of Soviet persomnel in Communist Chins, made

thyough the end of Jupeldsl, indicate that po full-time Soviet technical
- F -
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pevsonnel have returped. Most Soviets remuining in China are non-tachnioal
persone ilke traders, diplomate, and press representatives. In regent
montng there have Leen reports of a fev Soviet technicians in China., These
tecanlcians weve probably there on texpurary dubty, serving as Soviet
m*ﬁamm"f f::;;r;;aaw‘ziws or 28 repalrmen sent to word on Boviet equipment.
we  Blno-Bovist Bconomic Relabiony Over the Next Year

a. The General Du

Fine-Soviet economle relstions have ressined at o cold businesslike
level since December 1360. They hed deteriorated largely for political reasons
and therefore little improvement can be expected until uwnderiviag politicsl
sources of dissensicn are removed. Bacause both sides appear to have frogen
thelr political positions for the time being, the outlook is that Moseow will
continue to hehave in an "wcomrsdely” manner with respect to Chinese Commmist
economie difficulties and that Peking will coptinue to contest Soviet suthority
v ldecloglend snd strstegic maiters. That this is the ountlock is also
indientad by several economic signs, namelys

{1} the sontinuing sbaence of Soviet technicians.

(£} the terms of the 195) trade egreement, in vhilch the USSR railea
to provide mev large-scale hely to itas hard-precassd ally.

(3} The substantial Chinese Comeunist aid to Albenis after that country
had sided with Chine in the politicel dispute ageinst the USSR,

- i o
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v, ZThe Outlook If the Eoonomic Crisis Deepensd
& despening of the econumic anpd food erisis might put an end %o the

- lmpasse, aither by forveing Copmmist Chinn to surrender s large measure of its
independence and seek additisnal aid on Mozcow's terms, or Ly forciag Mosoow
%o provide further aid to Tovrestall a eollupse of the Peking regime. A
“garesmanahip” sitvetion may develop in vhieh Chlna defers asking for ald snd the
B3R defers offering aid ae long as possible. The stubbornmness with which both
sides regponded to the Chinas: food eorisis esxly in 1961 azuggesta that the
aituation would have 1o worsen consijersbly -« fer more than presently
spbtieipated -« to cause elther aide to hudge.

¢« Frospects for the Returp of Soviel Techn

The progpects for the retwn of large numbers of Soviet technlclans to

Commmiet Ching are poor. FProsweedly the guestion of thodr returs wust have boen
at lesst tentatively decideld in order to reach agreewents on ecimomlic apnd
tachnical-seientific cooperation. Bix veeks have elopsad since the agrsements
wers signed and no technlcians have besn observed back in China; although
non~techoicsl Soviet personnel sontinus to e observed. The pubilie statemonts
iszagd in commection with those agreenents, moreover, upport the thesis thet
the USSR is pot resdy o return any tedhnlelisns on ¢ £dl-time basis. Unlike
the communiques issued on previcus sgregmenta om tiovied industriszl sugport %o
Cnina {1750, 1953, 1954, 1356, and 1958, 133%9) the communique ilasusd on this
sne 414 not sention Boviet techniocal ssolstance. A atrong hint that, in view
. -
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of the Chinesc position, the Soviet decision on techniclans was pagntise is
provided in an wperently needling speech by Mikoyen, Firet Deputy Chairman

of the Soviet Council of Ministers, &t a reseption on <1 June given Ly the
Chinese Communist Ambagsador in Moscow. Mikoyen noted that "it is pleasant that
Chine bes brought about a great economic growth and that 1t is not only sconomy,
selence, and technology vhich have growm but also qualified cadres, who now

are uble %0 compote with selentists and engineers of other coumitries of the

sworkd., ™

1F ¥oscow sould resch & political accord with Peking, 1t probably would
follouw thyough with an economic ald program that would esse considersbly both
short-torm and long~term economic diffioudties in Commamist Chima. ?axqm
shorb-run China needs external hely to ease its financial apd food égu:;:\*‘es '
Although the USSR lscks large reserves of Toodgrain and foreign exchange that
1t eould mwedily spere, it could provide important relief by giving Chins
credit that would sllow China to take a portion of the gooda nov baing exported
to the USER and esport them to Non-Lommunist countries for forelign exchange.
The UES5R also could retuwrn dechnical advisers to help restors orxder and efficlsney
to Chima's industries and comstraction program. For the long-run the USSR could
offer Chine & long~-term loan for agquipment, help China work out s refional
sconomic development plan, oversee its execution, and incorsase the training of
Chinese anginears, mensgers, and technicisns.

w i -
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Alkhough Moscow probably would be glad to do all thess things under
the proper circumstances, it has given notice that It will not resume the
soviet aid ymgm in 1ts original form. The oyigivel Chinege progrems in line
with the Chinese desire for autarky, was heavily veighted with projects for
developing nilitary and atomic energy industries, industries that ave
teghoologically advamesd by existing Chinese standards. The Joviet view was
made elear to the Chinese at the Hoscow Conferemce when Xhrushehew, in 2 gpeech
clemrly eimed at his Chinese adveraaries, reviewed Soviet primciples for
putlding wp the socialst camp Ly coordimeting bloc econocniea. This speech,
whieh wag published in Janusry 1961 with s fev emendations, discuesed the Jutles
of the countries “that make up the world scelalist system” to work for
international division of labor in order to realize the sdvantages of scclaliasm
more gaiekly sud sdequately. It would not appear, however, thet the USSR
cxpacts the economy of Cains to be dowetalled with other Bloe sconomles in the
clogse pnd detailed fashion thet is developing smong the Soviet apd Egropean
Satollite econopies. Usdar these principles, China loglcally would concentrate
on economic aresy that were labor-intensive and technologieslly Jess couplex,

such as agriculture, 1ight Industry, and certailn types of metsllurgieal, chemical,

and machine-tuilding indastries. AL this stage of devalopment, Chins wuld be
aexpected $0 lemve technologicml complex fields ¢f endeavor, such ss delivery
systens, for ngclear vweapons, 1o moIw advencsi members of the Bloo,
~ 31 =
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